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Though auditing plays a very important role in the information disclosure system, 
only high quality service can help improve the credibility of accounting information 
and ensure the effectiveness of capital market. However, facing the fierce competition 
in the audit market, auditors are likely to conspire with clients and to tolerate their 
earnings management behavior, so as to obtain greater economic benefits and survive 
in the competition. As this auditors’ opportunistic incentive is often reflected in 
abnormal audit fees, it can be speculated that, abnormal audit fees reduce audit 
quality. 
Early studies on the fee-quality association focused their attention on the effect 
of total audit fees on auditor independence and audit quality. Recent, studies separated 
the abnormal part from total fees and inspect the association between abnormal audit 
fees and audit quality. In fact, abnormal audit fees can better capture the auditor-client 
economic bond. However, studies on abnormal audit fees only focus on abnormally 
high fees, but none of them examines abnormally low fees. If abnormally low fees are 
also driven by opportunistic incentives, such as lowering price to attract future 
business, they are also likely to reduce audit quality. 
Using a sample of 7647 firm-years listed in Shanghai and Shenzhen Stock 
Exchange over the five-year period of 2007- 2011, this paper examines the association 
between abnormal audit fees and audit quality. We examine not only abnormally high 
audit fees, but also abnormally low audit fees, especially the association which is 
conditioned upon the sign of abnormal audit fees. We use the absolute value of 
discretionary accruals (DA) as a proxy for audit quality and estimate abnormal audit 
fees by using an audit fee expectation model based on Simunic’s model.  
Our results show that both abnormally high and abnormally low audit fees can 
impair audit quality. When an auditor receives unusually high audit fees from a client 
(i.e., abnormal audit fee is positive), the auditor can allow the client to engage in 
opportunistic earnings management. This is because, for clients with positive 
abnormal fees, the benefits to the auditor from acquiescing to client pressure for 
opportunistic earnings management can outweigh the associated costs. On the other 
hand, auditors who bear low audit fees (i.e., abnormal audit fees are negative) can be 
















anticipation of high audit fees from future profitable engagements. We further find 
that clients with positive abnormal fees tend to engage in both income-increasing and 
income-decreasing earnings management, while clients with negative abnormal fees 
tend to engage in income-decreasing earnings management only. The latter finding is 
probably because auditors who earn low fees do not want to bear high litigation risk 
resulting from income-increasing earnings management, while there is little litigation 
risk resulting from income-decreasing earnings management. 
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